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1. INTRODUCTION1

2 Arizona Public Service Company ("APS" or "Company") hereby submits the

3 following Exceptions to the Recommended Opinion and Order ("Recommended Order") filed

4 in the above docket on October 3, 2007. Overall, the Recommended Order demonstrates

5 clear understanding of the significant benefits that inure to both APS and its customers under

6 a general financing authorization from the Commission. The Company has operated under

7 such an authorization for the past 21 years, and the Company has requested a similar

8 authorization in this Docket. Indeed, as the Recommended Order recognizes, the past two

9 decades have proven that broad financing authority from the Commission gives APS the

10 financial flexibility it needs to access the capital markets in a timely and efficient manner,

l l thereby allowing the Company to take advantage of optimal financial conditions at the time

12 of each financing. The financing authority granted by this Commission in the past [pursuant

13 to Decision Nos. 54230 (the"1984 Order"), 55017 (the "1986 Order") and 65796 (the "2003

14 Order")] has historically allowed APS to reduce its financing costs and the costs of capital

15 that are reflected in its customers' rates.

16 Although the Recommended Order recognizes that APS and its customers should

17 continue to reap the benefits of financial flexibility going forward, it places two potentially

18 significant obstacles in the path of such a goal. First, it restricts any use of the proceeds from

19 the Company's debt issuances to purposes that are "not, wholly or in part, reasonably

20 chargeable to operating expense or to income." Second, the Recommended Order makes the

21 entire requested financing authority "expressly contingent" upon the Company's subsequent

22 use of that debt's proceeds for such purposes. In doing so, the Recommended Order makes

23 ambiguous the extent of the financing authority granted to APS and limits the very financial

24 flexibility the Recommended Order would otherwise achieve. It also may impose new and

25 higher risks on lenders - risks for which they may expect to be compensated, either through

26 higher interest rates or more onerous terms or both. importantly, these limitations materially

27 depart from the Commission's past financing authorization, which contained no such

28 restrictions and may discourage lenders from extending credit to APS. Moreover, to the
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e xte nt the  Re comme nde d Orde r inte nds  s uch re s tric tions  to a pply to proce e ds  from

s ta tutorily-authorized short-te rm debt, it is  incons is tent with normal commercia l practice  and

the  cus toma ry utility us e s  of s hort-te rm de bt, a s  we ll a s  the  cle a r me a ning a nd s cope  of

5 The  Company re s pectfully reques ts  tha t the  Commis s ion addre s s  the s e  is s ues  by

This  will pre s e rve  the  fina ncing fle xibility tha t ha s

7 benefited both the Company and its  cus tomers  for the pas t two decades .
2

8

9

11. DIS CUS S ION

For the  mos t pa rt, APS  is  pleas ed with the  provis ions  of the  Recommended Order.

10 Indeed, the  Record ended Order recognizes  tha t the  financia l flexibility tha t na tura lly res ults

Firs t, the  Recommended Order prohibits  APS  from us ing the  proceeds  of any debt

21 is suance (e ither short-term or long-term) for purposes  that are  "wholly or in part, reasonably

22 chargeable  to opera ting expens es  or to income." (Recommended Order a t 19). Second, the

23 Recommended Order makes  APS 's  borrowing authority "expres s ly contingent upon Arizona

24 Public Service  Company's  us e  of the  proceeds  for the  purpos es  s e t forth in its  applica tion."

11 from the  type  of genera l financing authoriza tion reques ted by the  Company in this  ma tte r,

12 and under which the  Company has  opera ted s ucces s fully for more  than 20 years , provides

13 s ignifica nt be ne fits  a nd cos t-s a vings  to both AP S  a nd its  cus tome rs . Howe ve r, the

14 Re comme nde d Qrde r pla ce s  two pote ntia lly s ignifica nt limita tions  on AP S 's  a bility to

15 borrow unde r the  propos e d fina ncing a uthoriza tion -- limita tions  tha t le a ve  the  s cope  of

16 AP S 's  financing authority ambiguous  and thus  may s ignificantly reduce  the  ve ry financia l

17 flexibility tha t the  Recommended Order had othe rwis e  hoped to achieve . Thes e  limita tions

18 may a ls o impos e  new ris ks  on APS lenders  tha t would res ult in higher cos ts  to APS and its

19 cus tome rs .

20

25

26

27

2 8

1 The  Recommended Orde r placed a  number of othe r re s trictions  on the  Company tha t did not exis t in the
1986 Order, including a  limita tion on the  dura tion of the  financing authority and va rious financia l covenants .
APS does not object to these added precautions.
2 APS also noticed a  re la tively minor error with respect to the  Decision numbers of the  sa le /leaseback orders in
Finding of Fact 20 of the  Recommended Order. The  re levant decisions numbers a re  Decision Nos. 55120 and
55320. APS Proposed Amendment 3 addresses this error, and is a ttached hereto at Tab 3.
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1. The Ordering  Language Res tric ting  the  Purpos es  for which Proceeds  from
Company Debt May be  Us ed  Should  be  Clarified  to  Pres erve  the  Company's
Fina nc ing  Autho rity.

While  the  Recommended Orde r's  language  prohibiting the  Company from us ing the

proceeds  of any short-tenn or long-te rm debt issuances  for purposes  chargeable  to opera ting

e xpe nse  or income  ma y a ppe a r innocuous , it is  not. To the  contra ry, a s  a  pra ctica l ma tte r,

the  res trictions  a re  irreconcilable  with other provis ions  in the  Recommended Order, and thus

s ignificantly limit the  financing authority it othe rwise  intends  to grant the  Company.

As  e xpla ine d in the  Applica tion a nd in the  he a ring in this  ma tte r, fina ncing orde rs

s uch a s  tha t re que s te d he re  (a nd a s  gra nte d in the  1984, 1986 a nd 2003 Orde rs ) re quire

highly s pe cific la ngua ge  to s a tis fy pros pe ctive  le nde rs . (Applica tion a t 11 ll, Tr. Vol. I a t

36:6-18).

Commiss ion orde r authorizing a  public se rvice  company to incur debt mus t: (l) s e t forth the

purpos e s  for which s uch funds  ma y be  us e d, a nd (2) s ta te  tha t the  purpos e s  a re  not

cha rge a ble  to ope ra tive  e xpe nse s  or income e xc e p t a s  a u th o rize d  b y th e  Ord e r. The

s ta tutory exception to the  genera l rule  expressed in this  second requirement is  important: the

Commis s ion ma y pe rmit the  Compa ny to incur de bt for a  purpos e  tha t is  cha rge a ble  to

ope ra ting e xpe ns e  or income , but mus t e xpre s s ly s ta te  in the  orde r tha t it is  a llowing the

Company to do so.

1 (Recommended Orde r a t 19). Ne ithe r re s triction was  proposed by S ta ff, nor was  the re  any

2 dis cus s ion on e ithe r is s ue  ge ne ra te d a t the  he a ring in  this  ma tte r. Importa ntly, the s e

3 re s trictions  a re  a bs e nt from the  Compa ny's  curre nt fina ncing a uthoriza tion, in which the

4 Commiss ion e xpre s s ly a uthorize d APS to is sue  de bt for the  purpose s  a pprove d in the  1986

5  Orde r (a nd  which  a re  s ubs ta n tive ly ide n tica l to  thos e  p ropos e d  he re  a nd  which  the

6 Re comme nde d Orde r a pprove d) "re ga rdle s s  of the  e xte nt to which s uch purpos e s  ma y be

7 reasonably chargeable  to opera tive  expenses  or to income." (Decis ion No. 55017 a t 7).

8
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If the  Commiss ion Orde r authorizing the  debt is suance  is  de ficient in e ithe r of the se

re spects , any debt is suance  made  pursuant to tha t Orde r may be  ca lled into ques tion, with



1 pote ntia lly s e ve re  cons e que nce s  to  both the  Compa ny a nd its  le nde rs . S ignifica ntly,

2 Arizona 's  s ta tutory s che me  de cla re s  a s  void a ny note  or othe r "e vide nce  of inde bte dne s s "

3 tha t doe s  not comply with the  Commis s ion orde r a uthorizing the  de bt is s ua nce . It a ls o

5 pre cis e  a uthoriza tion gra nte d in a  public s e rvice  corpora tion 's  fina ncing orde r mus t be

6 crys ta l clea r, or a  lender may reasonably re fuse  to extend financing to tha t entity.

7 In light of tha t fa ct, APS  took e xtre me  ca re  in propos ing la ngua ge  for its  re que s te d

8 fina ncing orde r tha t would give  its  le nde rs  comfort tha t the  a uthority unde r which it s ought

10 expla ined tha t it intended tO use  the  ne t proceeds  from its  is suance  of Continuing Long-Term

l l De bt a nd Continuing Short-Te rm De bt to "a ugme nt the  funds  a va ila ble  from a ll source s  to

12

13

14

finance  its  cons truction, resource  acquis ition and maintenance  programs, to redeem or re tire

outs tanding securities , to repay or re fund other outs tanding long-te rm or short-te rm debt, and

to  me e t c e rta in  o f th e  Co mp a n y's  wo rkin g  c a p ita l a n d  o th e r c a s h  re q u ire me n ts ."

15 (Applica tion a t 11 15).

16 Importa ntly, a s  wa s  a ls o true  for the  purpos e s  a pprove d by the  Commis s ion in the

17 1986 Qrder, some of these  authorized purposes  a re , by the ir na ture , chargeable  to opera ting

18 expense  or income . For example , ce rta in expenses  routine ly financed by short-te rm debt a re

19 ope ra ting expenses , a s  a re  working capita ] and othe r ca sh requirements . Indeed, unde r the

20 a pplica ble  SEC e xe mption, APS 's  comme rcia l pa pe r progra m ca n only be  use d for "curre nt

21 tra nsa ctions ." So tha t its  Fina ncing Orde r would pre cis e ly comply with the  te rms  of A.R.S .

22

23 Compa ny's  is s ua nce s  of Continuing Long-Te rrn a nd Continuing S hort-Te rm De bt a re

24

25

26

27

28

3 The  1986 Orde r orde red tha t "the  purposes  for which the  proposed issuances  of New Debt and Continuing
De bt a re  he re in a uthorize d a re  to a ugme nt the  funds  a va ila ble  from a ll source s  to fina nce  Arizona  P ublic
Service  Company's  construction program, to redeem or re tire  outstanding securities , to repay or re fund other
outstanding long-term debt, to repay shot"t-term debt which has previously financed construction projects, and,
if necessa ry, to mee t ce rta in working capita l and othe r cash requirements , rega rdle s s  of the  extent to which
such purposes  may be  reasonably chargeable  ro operative  expenses  or to income." (Decis ion No. 55017 a t 7)
(Emphasis Added) .
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1 reasonably necessa ry or appropria te  for these  purposes , and (2) to pe rmit such purposes  to

2 the  extent tha t they may be  reasonably chargeable  to opera ting expenses  or income, precise ly

3 a s  the  Commis s ion ha d orde re d in 1986. (Applica tion a t 11 ll). S ta ff did not oppose  APS's

4 re que s ts . Ne ithe r wa s  a ny te s timony conce rning the m e licite d during the  he a ring in this

5  ma tte r.

6 Significantly, the  Recommended Order express ly approved the  purposes  proposed by

7  the  Compa ny, a nd  a g re e d  to  by S ta ff,  fo r the  u s e  o f its  Con tinu ing  Long-Te rm a nd

8 Continuing Short-Te rm Debt proceeds , without commenting on the  fact tha t s eve ra l of the se

9 purpos e s  a re , by de finition. cha rge a ble  to  ope ra ting e xpe ns e  or income . Inde e d, the

10 Re comme nde d Orde r a dopte d ve rba tim the  Compa ny's  propos e d la ngua ge  de s cribing the

l l purpos e s  for which the  funds  ma y be  us e d, a uthorizing the  Compa ny to is s ue  de bt to

12 "augment the  funds  ava ilable  from a ll source s  to finance  Arizona  Public Se rvice  Company's

13 construction, resource  acquis ition and maintenance  programs, to redeem or re tire  outs tanding

14 s e curitie s , to re pa y or re fund othe r outs ta nding long-te nn or s hort-te rm de bt, a nd to me e t

15 ce rta in of the  Compa ny's  working ca pita l a nd othe r ca s h re quire me nts ." (Re comme nde d

1 6  O rd e r  a t  1 9 ) . Bu t,  wh ile  it a pp rove d  the s e  pu rpos e s ,  the  Re comme nde d  Orde r

17 s imultaneously re jected the  Company's  reques t tha t it be  a llowed to issue  debt for these  same

18 purpos e s  to the  e xte nt tha t the y ma y be  re a s ona bly cha rge a ble  to ope ra ting e xpe ns e s  or

19  income . (Re comme nde d Orde r a t 19). To the  contra ry, the  Re comme nde d Orde r

20 spe cifica lly .- a nd e rrone ous ly - s ta te d tha t the  purpose s  a uthorize d "a re  not, wholly in pa rt,

21 rea sonably cha rgeable  to ope ra ting expense  or to income ." This  confus ing addition, which

22 a ppe a rs  inte nde d to ope ra te  a s  a  re s triction on the  purpos e s  for which AP S  ma y us e  the

23 proce e ds  of its  de bt, riot only ma te ria lly de pa rte d from the  e xpre s s  la ngua ge  of the  1986

24 Orde r, it re nde re d the  Re comme nde d Orde r's  s imulta ne ous  a uthoriza tion of s e ve ra l of the

25  pu rpos e s  ou tline d  iii AP S 's  App lica tion  a nd  a pprove d  by the  Re comme nde d  Orde r

26 essentia lly meaningless  .

27 The  impa ct of this  a ppa re nt re s triction is  mos t s ignifica nt on the  Compa ny's  s hort-

28 te rm de bt a uthoriza tion. Unde r the  te rms  of the  Re comme nde d Orde r, APS is  a uthorize d to
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1 incur short-te rm debt in two dis tinct "bucke ts ": (1) short te rm debt is suances  of up to 7% of

2 the  Compa ny's  tota l ca pita liza tion, which is  a uthorize d by s ta tute , a nd (2) s hort-te rm de bt

3 is s ua nce s  for a nothe r $500 million in a ddition to the  7% of tota l ca pita liza tion s ta tutory

4 a llowance . With re spect to the  firs t "bucke t," a s  the  Recommended Orde r recognizes , APS 's

5 authority to is sue  short-te rm debt in an amount not to exceed 7% of its  tota l capita liza tion is

(See

7 40-302(D) does  not limit the  use  of the  Company's  short-te rm debt proceeds  (up to 7% of the

8 Company's  tota l capita liza tion) to purposes  tha t a re  "not chargeable  to opera tive  expenses  or

9 income ." Ra the r, the  s ta tute  broa dly a llows  a  public s e rvice  corpora tion to us e  s uch funds

10  fo r a ny "prope r purpos e ," which  Arizona  courts  ha ve  cons true d  to  inc lude  a ny va lid

"business  or tax purposes ." See  Dese rt Sun Loan Corp. v. Consolida ted Wate r Utilitie s  Ltd.

12  P a rtne rs h ip ,

13 use  of proce e ds  from short-te rm de bt to non-ope ra ting e xpe nditure s , such limita tion by the

14 Recommended Orde r is  incons is tent with the  intent of tha t authorizing s ta tute . Although the

15 Compa ny s e e ks  a  continua tion of the  Commis s ion's  a pprova l gra nte d in the  1984 Orde r

16 a llowing re funding a nd roll-ove rs  of this  s ta tutory short-te rm de bt a mount, it ne ve r inte nde d

18 40-302(D), and the  1984 Orde r did not do so.

19 As a  practica l matte r, such a  res triction on the  uses  of the  Company's  short-te rm debt

20 could s e ve re ly dis rupt AP S 's  a bility to ma na ge  its  fina nce s  during thos e  pe riods  whe n its

21 re ve nue  is  not s ufficie nt to cove r its  ope ra ting e xpe ns e s . This  is  la rge ly a  function of the

22 timing of APS 's  ca sh flow from re ve nue s  a nd the  fa ct tha t such re ve nue s  a re  s e a sona l. Any

23 business  tha t has  a  seasonal e lement to its  sa les  must often borrow money in order to opera te

24 in its  s low s a le s  time s . The  borrowings  a re  the n re pa id with re ve nue s  from the  high s a le s

25 seasons . As  the  evidence  in the  record makes  clea r, in line  with genera l commercia l practice ,

26 APS ge ne ra lly me e ts  ce rta in of its  working ca pita l re quire me nts  with short-te rm borrowings ,

27 ge ne ra lly in the  form of comme rcia l pa pe r (is s uing s hort-te rm de bt, for e xa mple , to ma ke

28 prope rty ta x pa yme nts  twice  a  ye a r whe n the  Compa ny's  ope ra ting re ve nue  s ource s  a re

11
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l ina de qua te  to cove r s uch re quire me nts ). (Affida vit of Ba rba ra  M. Gome z a t 11 15). This

2 broa d fina ncing a uthoriza tion ha s  provide d AP S  with the  fle xibility it ne e ds  to continue  to

3  me e t its  g rowing  working  ca pita l ne e ds . This  purpos e , which is  s e e mingly e xpre s s ly

4 pe rmitte d by the  Re comme nde d Orde r a nd a uthorize d in the  1986 Orde r, is  compos e d of

5 ite ms  e ntire ly cha rge a ble  to ope ra ting e xpe ns e s . Inde e d , ca s h  working  ca p ita l is  by

6 definition the  lag be tween expenditures  and rece ipts  -- both of which a re  charged to opera ting

7 e xpe ns e  or income . Any re s triction limiting the  Compa ny's  a bility to is s ue  de bt to cove r

8 such working capita l expenses  would be  fundamenta lly incons is tent with gene ra l commercia l

9 pra ctice  a nd would s ignifica ntly re s trict APS 's  a bility to ope ra te  its  bus ine s s . By a ppa re ntly

10 re quiring the  Compa ny to  s e e k Commis s ion a pprova l of e a ch s pe cific  s hort-te rm de bt

l l tra ns a ction tha t ma y be  cha rge a ble  to ope ra ting e xpe ns e s  or income , the  Re comme nde d

12 Orde r s ignifica ntly unde rmine s  the  fina ncia l fle xibility inhe re nt in the  Compa ny's  curre nt

13 s hort-te rm de bt fina ncing a uthority.

14 With respect to the  second "bucke t," the  Recommended Order granted APS's  reques t

15  tha t it be  a llowe d to  is s ue  $500 million s hort-te rm de bt in a ddition to the  s ta tutorily

16 a uthorize d a mount. The  Compa ny re que s te d this  incre a s e  s pe cifica lly s o tha t it would be

17 a ble  to re s pond promptly to the  incre a s ing liquidity de ma nds  cre a te d by the  vola tile  a nd

18 increas ing ca sh colla te ra l provis ions  conta ined in the  Company's  commodity and purchased

19 powe r contra cts . (Affida vit of Ba rba ra  M. Gome z a t 25). In a ddition, in the  e ve nt tha t APS

20 be come s  non-inve s tme nt gra de , the  colla te ra l ca lls  will incre a s e  a nd ma ny ve ndors  will

21 re quire  AP S  to pa y ca s h prior to de live ry. Cons is te nt with S ta ffs  re comme nda tion, the

22 Re comme nde d Orde r gra nte d AP S 's  re que s t to incre a s e  the  Compa ny's  s hort-te rm de bt

23 authoriza tion as  reques ted, with the  cavea t tha t the  additiona l 83500 million authoriza tion be

24 us e d only "for purcha s e s  of na tura l ga s  a nd powe r." (Re comme nde d Orde r a t 16). Bu t

25 purchases of natural gas and power are  themselves generally chargeable  to operating expense

26 or income. Aga in, by a ppa re ntly re quiring the  Compa ny to s e e k Commis s ion a pprova l of

27 any debt is suance  unde r this  authoriza tion tha t may be  "cha rgeable  to ope ra ting expense  or

28 income ," the  Re comme nde d Orde r re nde rs  me a ningle s s  its  a pprova l of the  $500 million

in
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1 a dditiona l s hort-te rm de bt a uthoriza tion  a rid  puts  the  Compa ny ba ck to  s qua re  one ,

2  e ffe ctive ly re quiring  the  Compa ny to  s e e k s pe cific  a pprova l of e ve ry s hort-te rm de bt

3 issuance  above  the  7% capita liza tion s ta tutory threshold.

4 The  re s triction on the  purpos e s  to which AP S  ma y us e  its  Continuing Long-Te rm

5 De bt is s ua nce s  a ls o impa cts  the  Compa ny's  a bility to ma na ge  its  cos ts . In orde r to ke e p

6 fina ncing cos ts  a t a  minimum (with  me a s ura ble  be ne fits  to  both  the  Compa ny a nd its

7 cus tomers ) and cons is tent with the  te rns  of the  1986 Orde r, the  Company routine ly uses  the

8 proce e ds  of the  long-te rm de bt it is s ue s  in a nticipa tion of upcoming ca pita l e xpe nditure

9 obliga tions  to pa y outs ta nding s hort-te rm de bt ba la nce s , which ba la nce s , a s  pre vious ly

10 described, may consis t of debt used to pay for items tha t a re  chargeable  to opera ting expense .

l l While  the  Recommended Orde r appea rs  to approve  such use  (authorizing the  Company to

12 us e  its  Continuing Long-Te rm De bt is s ua nce s  to "re pa y or re fund othe r outs ta nding long-

13 te rn or short-te rm debt"), the  added language  requiring tha t such purpose  not be  "chargeable

14 to ope ra ting expense  or to income" makes  its  precise  meaning in this  rega rd unclea r. To the

15 e xte nt the  Re comme nde d Orde r inte nds  to re move  APS 's  a uthority to us e  long-te rm de bt

16 proce e ds  to pa y s uch s hort-te rm de bt ba la nce s , it would re quire  the  Compa ny to a ppe a r

17 be fore  the  Commis s ion on is s ue s  re la te d to de bt is s ua nce s  on a  routine  ba s is , the re by

18 ha mpe ring the  Colnpa ny's  a bility to a dva nta ge ous ly ma na ge  its  cos ts  a nd cre a ting a dde d

19 adminis tra tive  and cos t burdens  on both the  Commiss ion and the  Company.

20 Mone y is  fung ib le ,  a nd  mon ie s  from long-te rm de b t is s ua nce s  a re  ge ne ra lly

21 commingled with revenues  from other sources  in the  Company's  genera l account tha t is  used

22 to pa y its  va rious  obliga tions , s ome  of which will be  cha rge a ble  to ope ra ting e xpe ns e . Any

23 re quire me nt tha t AP S  mus t us e  the  s pe cific proce e ds  it re ce ive s  from a  long-te rm de bt

24 is s ua nce  for purpos e s  not cha rge a ble  to ope ra ting e xpe ns e  or to income  could pote ntia lly

25 obliga te  the  Compa ny to ke e p s uch funds  in a n e s crow a ccount de vote d to a n a uthorize d

26 purpos e  or to e mploy othe r tra cing me cha nis ms  - a  re s ult tha t would be  a dminis tra tive ly

27 burde nsome  a nd cos tly to both the  Compa ny a nd its  cus tome rs . Such a  re quire me nt would

28 pre ve nt the  Compa ny from be ing a ble  to  us e  cus toma ry a nd fina ncia lly prude nt ca s h-



1 ma na ge me nt proce dure s  a nd would thus  s e ve re ly unde rmine  the  fina ncia l fle xibility a nd

2 be ne fits  tha t the  Compa ny a nd its  cus tome rs  ha ve  e njoye d unde r the  Colnmis s ion's  pa s t

3 financing authoriza tion for more  than 20 years .

4 To resolve  the  inconsis tencies  and re la ted problems tha t may arise  from the  language

5 of the  Re comme nde d Orde r a s  de s cribe d a bove , a nd cons is te nt with the  1986 Orde r, the

6 Commis s ion s hould cla rify tha t it a uthorize s  the  purpos e s  de s cribe d in AP S 's  Applica tion

7 e ve n to the  e xte nt s uch purpos e s  ma y be  cha rge a ble  to  ope ra ting e xpe ns e  or income .

8 Reques ted language  in this  rega rd is  conta ined in the  firs t three  sugges ted changes  in APS

9 P ropos e d Ame ndme nt l, which is  a tta che d he re to a t Ta b l. To a ddre s s  the  Adminis tra tive

10 La w J udge 's  conce rn tha t AP S  not be  give n too ove rly-broa d .of fina ncing a uthority, the

l l Commiss ion ca n include  a n a dditiona l provis ion tha t prohibits  APS from incurring de bt for

12 a ny purpos e  tha t is  cha rge a ble  to  ope ra ting  income  or e xpe ns e , e xce pt a s  o the rwis e

13 a uthorize d in  the  Orde r. S uch la ngua ge  would pre s e rve  AP S 's  fina ncing a uthority with

2. Making  APS's  Financ ing  Authority Expres s ly Contingent on the  Us e  o f the
Proceeds  from Such Deb t Po tentia lly Hinders  APS's  Borrowing  Ability and
Increas es  its  Cos t of Debt.

The  Recommended Order includes  an additiona l provis ion tha t makes  APS's  financing

authority "express ly contingent upon Arizona  Public Se rvice  Company's  use  of the  proceeds

for the  purpos e s  s e t forth in its  a pplica tion." This  provis ion wa s  not include d in the  1984

Orde r, the  1986 Orde r of' the  2003 Orde r. Although the  Compa ny doe s  not obje ct to be ing

he ld accountable  for its  use  of the  proceeds  from debt is sued pursuant to its  financing Order,

14 re spect to the  purposes  de scribed in the  Applica tion while  preventing APS from engaging in

15 debt transactions  not contempla ted in this  proceeding without specific Commiss ion approva l.

16 The  las t change  in APS Proposed Amendment l sugges ts  such language .

17

lb

19

20

2 l

22

23

24

25

26

27

28

it is  conce rne d tha t if its  fina ncing a uthority is  made  "expre ss ly contingent" upon such use ,

lenders  may impose  burdensome res trictions  on or s imply re fuse  to dea l with the  Company as

a  re sult of tha t te rn.
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4

l As described above, lenders  require  certa inty that their loans be  authorized and that the

2 Company be  required to repay those  loans . However, making APS's a uthority contingent on

3 the  us e  of s uch funds , a s  oppos e d to the  Pu/pose for which the  de bt is  is s ue d, the  le nde r

4 suffe rs  the  risk tha t APS 's  a uthority ma y be  re scinde d both re troa ctive ly a nd a fte r the  le nde r

5 ha s  a lre a dy re le a se d the  mone y to the  Compa ny. Thus , in orde r to a void a ny poss ibility tha t

6 the  new debt might la te r become  void unde r Arizona  law, a  lende r might rea sonably take  the

7 pos ition  tha t the  Compa ny s hould  p la ce  the  proce e ds  in  a n  e s crow a ccount or s hould

8 otherwise  res trict re lease  of the  actua l proceeds  to ensure  tha t the  funds  a re  actua lly used only

9 for a uthorize d purpos e s . Cle a rly, a ny s uch re quire me nt would impos e  unduly burde ns ome

10 a nd  cos tly re quire me nts  on  the  Compa ny a nd  its  cus tome rs , a nd  ma y ha mpe r AP S 's

l l borrowing ability a t the  outse t. As  noted previous ly, money is  fungible , and any such e scrow

12 or tra cing re quire me nt would s e ve re ly limit the  Compa ny's  a bility to ope ra te  in the  ordina ry

13 course of business or to employ prudent and customary cash management procedures.

14 To a ddre s s  this  conce rn, the  Compa ny ha s  a tta che d APS  Propos e d Ame ndme nt 2,

15 which s pe cifica lly re quire s  AP S  to us e  proce e ds  is s ue d purs ua nt to its  ge ne ra l fina ncing

16 a uthority for the  purpose s  s e t forth in the  Applica tion. Such la ngua ge  puts  the  re spons ibility

17 s qua re ly on the  Compa ny to us e  its  funds  for the  purpos e s  a pprove d in the  Applica tion,

18 without an unintended e ffect of impos ing tha t same  re spons ibility on the  Company's  lende rs .

111. CONCLUS ION

By:
M a

Meghan H. Grave l

19

20 For the  foregoing reasons , the  Company respectfully reques ts  tha t the  Commiss ion adopt

21 amendments  to the  Recommended Order consis tent with the  Company's  exceptions .

22 RESPECTFULLY SUBMITTED this  12th day of Octobe r, 2007.

23

24

25

26

27

28

Attorneys  for Arizona  Public Se rvice  Company and
Pinnacle  West Capita l Corpora tion

_10_
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2

3

ORIGINAL and thirteen (13) copie s
of the  foregoing filed this  12th day of
Octobe r, 2007, with:

4

Docke t Control
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007

AND copies  of the  foregoing mailed, faxed or
7 tra ns mitte d e le ctronica lly this  l 2th da y of

October, 2007 to:

5

6

3

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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TAB 1

APS PROPOSED AMENDMENT # 1

Page  9 Line  18 to Page  10 Line  15: DELETE FINDINGS  OF FACT 22 a nd 23

Page  15 Line  9 to Line  10: DELETE ", and such purposes" through "income"

Page  19 Line  12:

DELETE "a re  not."

REPLACE WITH "may be"

Page  19 Line  13: INSERT "IT IS  FURTHER ORDERED tha t, e xce pt a s  othe rwise
authorized here in, none  of the  purposes for which debt is  to be  issued pursuant to this
authoriza tion is  reasonably chargeable  to opera ting expense  or income."

MAKE ALL CONFORMING CHANGES.
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TAB 2

APS PROPOSED AMENDMENT # 2

P a ge  19: DELETE la s t orde ring pa ra gra ph.

RE P LACE  with  "IT IS  F URTHE R O RDE RE D tha t Ariz ona  P ub lic
S e rvice  Compa ny sha ll use  the  proce e ds  from de bt incurre d pursua nt to this
a uthoriza tion only for the  purpos e s  s e t forth in its  a pplica tion."

MAKE ALL CONFORMING CHANGES.
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TAB 3

APS PROPOSED AMENDMENT # 3

Page 8 Line 22:

DELETE "55017" REPLACE WITH "55120"
DELETE "54230" REPLACE WITH "55320"

MAKE ALL CONFORMING CHANGES.


